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INSTRUCTIONS: 
1. This paper consists of sixteen pages. If your paper does not contain all the pages, 
please put up your hand so that a replacement paper can be handed to you. 
2. Answer all the questions. 
3. Answer each question on a separate folio. Please refer to the paper for the correct 
colour. 
4. Calculate the time that you should spend on each question by multiplying the number 
of marks for each question by 1,5 to determine the time, in minutes, available for each 
question. Adhere to these time constraints in order to finish the paper in the given time. 
5. Delete all (even single open lines) open spaces on your answer sheets with pen. Pages 
on your answer sheets that contain open spaces will be marked as such and those 
pages will not be eligible for a remark. 
6. No tippex or pencil may be used on your answer sheets. Pages on your answer sheets 
that contain pencil or tippex will be marked as such and will not be eligible for a remark. 
7. All the examination regulations of UJ and the policy document for students of the 
Department of Accounting will apply during this assessment. 
8. Keep this paper for your record purposes. 
9. The neatness, disclosure and presentation of your answers will be taken into account 
when marking your paper. 
10.   Read questions carefully, if you need to provide explanations you should always use 
full sentences, refrain from simply naming facts.  
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QUESTION 1              (72 MARKS) 
This question consists of two unrelated parts 
 
PART A             (50 MARKS) 
Lexi Minion has been working at one of the big 4 auditing firms for the past six years. She 
successfully passed all her board exams and qualified as a chartered accountant. Following 
her three year mandatory training contract, she was promoted to supervisor, soon after that to 
junior audit manager and finally to senior audit manager. Owing to her excellent technical skills 
and good relations with the clients of the auditing firm, it came as no surprise that she was 
offered partnership. Lexi’s expert audit industry experience has included mostly Food and 
Beverages and Energy and Natural Resources. 
Following this very exciting news, Lexi has been privileged to inherit several audit clients from 
a senior audit partner, Josh Broom who is retiring at the end of December 2015. The older 
audit partner’s audit portfolio is regarded as being significant. Management decided to split 
the portfolio amongst all new and existing partners. The list provided below relates only to the 
clients assigned to Lexi by management: 
Name of client Financial year 
end 
Industry Number of 
years 
appointments 
held by current 
audit partner 
Type of 
engagement 
IFM Construction 
Limited 
31/12/2015 Building and 
Construction 
10 Audit 
 
 
Formweld (Pty) Ltd 30/9/2015 Engineering 3 Audit 
 
Classic Computers 
Consultants CC 
30/11/2015 Technology, Media & 
Telecommunications 
4 Compilation 
 
Following the discussions held with Mr Broom on 15 December 2015, Lexi has compiled the 
following working papers to address and document the information for all the above mentioned 
clients on the work that she would need to do, seeing that she will be the managing partner of 
these clients effective 1 January 2016. 
 
Work Paper 
Reference 
Work Paper Description Page 
WP 100 Transcription of discussion held with Mr Broom regarding IFM 
Construction Ltd 
 
3 
WP 200 Information on the Inventory Count, WIP and Patent acquired 
by Formweld (Pty) Ltd. 
 
4-5 
WP 300 New Client Questionnaire – Classic Computers Consultants 
CC 
 
6 
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Client: IFM Construction Ltd Period end: 31 December 
2015 WP 100 
 Prepared by: You Date: 16 December 2015 
Reviewed by:  Date:  
New Client Background Information – Transcription of discussion held with Mr Broom 
on 15 December 2015. 
 
“Kapp Kloppers is the Chief Financial Officer (CFO) of IFM Construction Ltd and is a 
very busy man.  
I have already spoken to him and told him that you will be the new assurance 
engagement partner. Kapp had no issue with this as long as you don’t come and 
bother him with silly questions as he has a lot on his plate as CFO.  
During January 2015 IFM Construction Limited merged with another construction 
company WHBWHO Limited. Things have been really rocky and busy with the merge. 
There have been some allegations about the management from the company they 
merged with, that senior executive were involved in bribery with government tenders.  
There has also been cash flow constraints on the newly acquired business.  
I suggest you pick up last year’s file and take a look at what we did and then kick off 
with the audit as soon as possible. IFM Construction Limited is applying for an 
overdraft facility. They require the audited annual financial statements by 25th January 
2016.  
If they get the finance, you will get your audit fee. Don’t worry about a new engagement 
letter, nothing has changed so don’t annoy Kapp by issuing another one. We already 
have one on file for the past 9 years.” 
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Client: Formweld (Pty) Ltd Period end: 30 September 2015 
WP 200/1 
 
Prepared by: You Date: 16 December 2015 
Reviewed by:  Date:  
Information on the Inventory count, WIP and Patent acquired by Formweld (Pty) Ltd. 
Inventory: 
Formweld (Pty) Ltd is a company involved in the manufacture of 20 pivot irrigation systems 
solely for one commercial farming client. At year end, four of the twenty irrigation systems 
were complete and awaiting collection. Six of the units were work-in-progress and the 
manufacturing of the remaining 10 has not yet commenced. 
All materials used in the manufacturing process are purchased locally, with the exception of 
the high pressure pumps, which are imported as a batch of 20 pumps from Speck Pumps in 
Germany. 
Formweld (Pty) Ltd operates on a job costing system. Each unit is treated as a separate job 
and costs and other information are all recorded on a numerically sequenced job card on 
which costs are recorded. Prior to the commencement of the manufacture of units, a “material 
and labour” schedule is prepared by the company’s engineer and cost accountant. This 
document details the estimated manufacturing hours for the different grades of employees 
working on the unit and the description of the estimated cost. 
At year end, the chief engineer John Graham estimated the stage of completion of the six units 
in progress and provided the six updated job cards. A stock count has taken place on the last 
day of the financial year, 30 September 2015. 
Prior to year-end, Mr Broom evaluated the underlining internal control systems and conducted 
test of controls. He has concluded that the control environment is sound.  
The job card for irrigation system (Unit nr 7) has been included for your substantive testing. 
The job card is listed under working paper WP 200/2. 
Patent Acquired: 
During the year, Formweld (Pty) Ltd also acquired a patent on a steel pipe cutting machine. 
The steel pipe cutting machine will be manufactured by Formweld (Pty) Ltd and sell to other 
engineering companies. Information on the patent is as follows: 
Asset description:  Patent on steel pipe cutting machine 
Asset Category:  Intangible Asset 
Date Acquired: Registered as at 1 February 2015 
Depreciation rate: Amortised on a straight line basis over ten years (No residual value) 
How acquired: Capitalised costs relating to the development of the steel pipe cutter  
Cost:   R 1 446 200   
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Client: Formweld (Pty) Ltd Period end: 30 September 
2015 WP 200/2 
 Prepared by: You Date: 16 December 2015 
Reviewed by:  Date:  
Pivot Irrigation System Unit 7 
Employee Grade Wage Week Hrs Rate Total 
Preston skilled 49-52 136 R 80 R 10  880 
Dhlamini skilled 49-52 136 R 72 R 9 792 
Clark skilled 52 16 R 90 R 1 440 
Costas unskilled 49-52 136 R 25 R 3 400 
John casual 51 40 R 10 R 400 
Total R 25 912 
Materials    
Description Requisition Amount  
Speck Pump V32791 SR 2891 R 54 292  
Pivot Arm SR 2782 R 18 610  
Piping & Joints SR 2798 R 21 839  
Consumables SR 2781 R 4 923  
  Total R 99 673 
Overheads R 14 200 
Additional Costs 
Pivot arm. This Pivot arm fell off the fork lift whilst being transported to the 
workshop from the stores. Damages beyond repair. 
R 18 610 
Stage of Completion 
As at 30 September 2015 unit 7 was 80% complete 
 
Signed off by: John Graham  
Total R 158 395 
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Client: Classic Computers Consultants 
CC 
Period end: 30 November 2015 
WP 300 
 Prepared by: You Date: 15 December 2015 
Reviewed by:  Date:  
New Client Questionnaire – Assurance Need Assessment  
Name of client Classic Computers Consultants 
BASIC INFORMATION  
Type of company Close Corporation 
Financial year end date 30 November 2015 
How was the financial statements compiled? Internally 
PUBLIC INTEREST SCORE FACTORS 
 AMOUNT COMMENTS 
What was the average number of employees of the 
company during the financial year as at 30 
November 2015? 
269 We forgot we employed another 25 
employees 12th November 2015, this 
was left off the list by human 
resource. We are also awaiting the 
acceptance of 5 more prospective 
staff members 
What was the total third party liability of the 
company, at the financial year as at 30 November 
2015? 
2 968 222 We have not included a long-term 
loan from an overseas supplier to the 
value of R569 856 as we believe this 
is satisfactory under accounts payable 
and need not be included here. 
What was the company’s total turnover during the 
financial year as at 30 November 2015? 
 
10 659 789 We have increased sales by 48% 
when compared to last year. 
What was the company’s total number of individuals 
with a direct or indirect beneficial interest in the 
company for the financial year as at 30 November 
2015? 
 
10  
ENGAGEMENT TYPE FACTORS 
Is the company required in terms of its Memorandum 
of Incorporation to be audited? 
 
No  
Did the company hold assets in a fiduciary capacity 
greater than R5 million for an unrelated party at any 
stage during the year? 
 
No  
Are all shareholders of the company also directors of 
the company? 
 
Yes  
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PART B               (22 MARKS) 
 
LG Oney Ltd (hereafter LG Oney) is a market leader in the manufacturing and supply of 
electronic equipment in South Africa. The company has also recently listed on the 
Johannesburg Stock Exchange.  
 
LG Oney has always performed very well and met customer demand, however with the 
release of tablet computers and android phones by their largest competitors, they have been 
struggling to stay abreast of their customers’ needs and wants.  
 
Unfortunately the return of the recession hasn’t helped the company’s situation either. It has 
had a significant impact on the manufacturing and distribution of LG Oney’s electronics.  
In order to free up funds to ensure that the operations don’t collapse, 10 factory members 
have been retrenched and five sales consultants have been placed on unpaid leave for 12 
months. They were told by the Chief Executive Officer: “when things get more stable, you may 
return and take up your positions”. Part of the financial strain experienced by the business is 
due to customers who are unable to settle their outstanding debt.  
 
This has caused a large amount of dissent in the business and as a result the board of 
directors called an emergency meeting with management. The main item on the agenda for 
this meeting is a discussion on the financial strain currently experienced by LG Oney. The 
severity of this strain only came to the board’s attention when the Chief Financial Officer 
mentioned that there are two pending law suits against LG Oney.  
 
The company secretary resorted to explaining to each of the parties at the meeting what good 
risk management entailed, as that is what would be required to keep the business afloat. She 
also recommended that the company appointed a risk committee. 
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QUESTION 1 
 
TO BE ANSWERED IN A BLUE ANSWER BOOK  
YOU ARE REQUIRED TO: 
PART A: MARKS 
 
(a) 
 
Based on the information provided in WP 100, discuss the 
appropriateness of the advice that the retiring partner, Mr Broom gave to 
Lexi with respect to IFM Construction Limited, in terms of the correct pre-
engagement activity procedures. 
 
 
(10) 
 
(b) 
 
 
With reference to working paper WP 200/1 and WP 200/2, describe the 
audit procedures that Lexi’s team would need to conduct in respect to the 
year-end inventory count of work-in-progress. 
 
 
(4) 
 
 
(c) 
 
With reference to WP 200/1 and WP 200/2, describe the audit procedures 
Lexi’s team will conduct in respect of the costs relating to Irrigation  
Unit no. 7 to be included in work-in-progress as at 30 September 2015. 
 
 
(21) 
 
(d) 
 
With reference to WP 200/1, describe the detailed substantive procedures 
that Lexi’s team would need to perform in respect of the patent that was 
acquired. 
 
 
(8) 
 
 
(e) 
 
With respect to WP 300 and from the information obtained through the 
completed questionnaire, discuss whether Classic Computers 
Consultants CC should be audited. 
 
Provide reasons for your answer by supporting them with calculations. 
 
 
 
 
(7) 
PART B: 
 
(a) 
 
 
List ONLY FIVE of the board of directors’ responsibility with regards to 
risk management in a business. 
 
 
(5) 
 
(b) 
List the characteristics and responsibilities of a Risk Committee as 
discussed in the King III Report on Corporate Governance. 
 
(5) 
 
 
(c)  
 
 
Identify the types of business risks evident in LG Oney Ltd from the 
scenario above and for each of the risks identified, provide examples of 
the risk from the scenario.       
Please present your answer in tabular format 
 
(11) 
 
Communication skills – Clarity of expression 
 
(1) 
 
TOTAL MARKS: QUESTION 1 
 
 
(72) 
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QUESTION 2 (73 MARKS) 
 
You are the senior on the audit of ProSound Ltd (hereafter ProSound) a company which sells 
quality sound equipment. You are currently engaged in the 30 September 2015 year-end audit. 
ProSound operates only in Johannesburg through a large outlet in Sandton City. 
Company Background 
ProSound has been established in 2000 as a professional sound equipment retailer in 
Gauteng and has grown into a successful entity in the music industry. The company supplies 
world renowned products which include: 
 DJ sound equipment  
 Church sound equipment 
 School sound equipment 
 Private home sound equipment 
 CD players 
 Amps 
 Speakers 
ProSound has also in the current year introduced a computerised telephonic sales (telesales) 
system which allows for the public to order DJ gear and other sound accessories 
telephonically. This new sales system is proven to be very successful. 
 
You have compiled the following work papers for the 2015 audit of ProSound: 
 
Work Paper 
Reference 
 
Work Paper Description Page 
AA 100 Risk Assessment Procedure: Inventory 10 
BB 200 Telesales: System Description 11 
CC 300 Audit evidence: E-mail from Internal Audit Manager 12 
DD 400 Audit evidence: Memorandum to Company Secretary 13/14 
EE 500 Uncorrected Misstatements 15 
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Client: ProSound Ltd Period end: 30 September 
2015 AA 100 
Prepared by: You Date: 05 October 2015 
Reviewed by:  Date:  
Risk assessment Procedure: Inventory 
 
The following information was obtained during the risk assessment procedures performed on 
ProSound’s inventory balance for the 2015 audit: 
 
 All accounting records, including the stock records are computerised 
 In addition to its own stock, ProSound holds stock on consignment for Audio-Sound 
(Pty) Ltd 
 All sound equipment which ProSound purchase is imported 
 Due to the high cost of ProSound’s sound equipment, customers are allowed to have 
the sound system they intend to purchase installed for a period of one month. This has 
proved to be very popular. Although there is no charge for this, the customer is invoiced 
by sale staff at the time the equipment is installed. If the customer is not satisfied with 
the system he or she may return it, and a credit note is passed. (ProSound refer to 
these stock items, as stock on demonstration) 
 Stock records are kept on disk and are updated daily, various reports are produced for 
management 
 ProSound allocates each stock item into various categories e.g amplifiers, speakers 
 Stock was counted at the close of business on 30 September 2015 
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Client: ProSound Ltd Period end: 30 September 
2015 BB 200 
Prepared by: You Date: 06 October 2015 
Reviewed by:  Date:  
Telesales: System Description 
 
 
COMPUTERISED TELEPHONIC SALES SYSTEM 
From the start of the new financial year (October 2014) ProSound introduced a computerised 
telephonic sales (telesales) operation that was designed and implemented by IT4Tomorrow 
(Pty) Ltd, a reputable software development company. Jack Morris was appointed as the 
telesales manager. All account holders receive a catalogue which provides a stock code 
number, description and price for each product available from ProSound. Telephonic orders 
from customers are directed to the four telesales operators who key in all necessary 
information directly into the system via their terminals to initiate the sales process. The 
telesales system has been integrated with other relevant applications. (ProSound’s accounting 
systems are fully computerised). 
 
The accounts receivable master file of the telesales system contains the following information: 
Account number 
Account holder’s name & details 
Amount owed 
Ageing of amount owed 
(i.e. 30, 60, 90, 120 days, over 120 days) 
Credit limit and credit terms 
Handed over to attorneys 
(a date entered in this field indicates that the 
debtor has been handed over for collection) 
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Client: ProSound Ltd Period end: 30 September 
2015 CC 300 
Prepared by: You Date: 08 October 2015 
Reviewed by:  Date:  
Audit Evidence: E-mail from Internal Audit Manager 
 
From: mkabelo@prosound.com 
Sent: Monday, 05 October, 09:10 AM 
To: AuditSenior@gmail.com 
Subject: Issues identified during the 2015 internal audit review 
Dear Audit Senior 
I have received your previous mail requesting the key issues identified in our 2015 internal audit review 
performed for ProSound. 
Overall the 2015 internal audit review was conducted successfully and the only two audit issues that 
came to our attention are discussed below: 
Issue 1: Program Enhancements 
Staff are encouraged to experiment and explore potential improvements to the application programs of 
ProSound, but in their own time. Where programme enhancements are needed to effect the 
improvements, the staff member may implement the improvement but must first inform the IT manager. 
Issue 2: Payments to Import Logistics CC 
Whilst conducting tests of detail on a sample of payments we came across a payment to an entity called 
Import Logistics CC which was not supported by any documentation at all. A further search through the 
payments records revealed a number of these payments, none of which were supported by any 
documentation. The payments were traced to the bank statements and found that the amounts were 
reflected as cash withdrawals. 
The issue was discussed with the Financial Director, Kevin Adams, who explained that ProSound were 
experiencing difficulties in getting their goods cleared through customs promptly. ProSound was 
approached by an official who indicated that for the payment of a fee the company’s delays could be 
solved. Due to client dissatisfaction and for maintaining the company’s reputation they decided to pay 
the fee. Once they started to pay the fee (always in cash) things returned to normal. 
Kevin Adams also explained that the payments are recorded as being paid to Import Logistics CC as 
he wants to pass the cost of these payments to the client whose import were the subject of the fee. He 
feels that if they include on the invoice “Import charges paid to Import Logistics CC” clients are unlikely 
to query it. 
Our internal audit department will be addressing the above two issues identified and implementing the 
necessary controls and actions to address these issues. 
Kind Regards 
M Kabelo 
Internal Audit Manager   
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Client: ProSound Ltd Period end: 30 September 
2015 DD 400/1 
Prepared by: U Date: 10 October 2015 
Reviewed by:  Date:  
Audit Evidence: Memorandum to Company Secretary 
 
While reviewing the minutes of directors meetings for the current year the following 
memorandum was obtained in the file: 
 
MEMORANDUM 
** STRICTLY CONFIDENTIAL ** 
 
From: Kevin Adams (Financial Director: ProSound Ltd)  
To: Sue Nelson (Company Secretary: ProSound Ltd) 
Subject: Board of Directors 
Date: 25 August 2015 
Hi Sue 
The board of directors of ProSound held an emergency board meeting on 24 August 2015. 
The meeting was scheduled by the CEO of the company, Mr. Shaun Naidoo. The chairman of 
the board, Mr Kelvin Mamabolo was not invited to the board meeting. All other six directors 
were present. The reason for the meeting was to declare a vote of no confidence in Mr Kelvin 
Mamabolo as the board is of the opinion that the chairman has not effectively discharged his 
duties. 
 
At the meeting, the board of directors’ unanimously approved the removal of the chairman with 
immediate effect, with the exception of Ms Cara May, the chairperson of the audit committee. 
She was the only director to vote against the decision. 
 
Mr Shaun Naidoo also proposed the appointment of Mr. Jim Shady, an industry expert with 
years of experience as director on the board of companies in the same industry as ProSound. 
The board again, with the exception of Ms. Cara May, approved the appointment.  
 
The Chief Internal Auditor (CIA) was instructed by Ms. Cara May to investigate the process of 
Mr. Jim Shady’s appointment to the board of directors in terms of ProSound guidelines. As 
part of the investigation she would also like feedback on his background and provide her with 
details of Mr. Jim Shady’s qualifications, skills and experience. 
 
The investigation confirmed that many of the claims on Jim Shady’s CV were exaggerated 
claims of qualifications, experience and skills. The reported PhD that was earned at the 
prestigious Oxford University was in fact nothing more than a 4 week on-line course in time 
management skills for students considering PhD studies from a College in Oxford, Kansas, 
USA and not the world renowned Oxford University in Massachusetts, USA. 
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Client: ProSound Ltd Period end: 30 September 
2015 DD 400/2 
Prepared by: You Date: 10 October 2015 
Reviewed by:  Date:  
Audit Evidence: Memorandum to Company Secretary 
 
 
 
Furthermore, the investigation have uncovered that many of his claimed successes, have 
been on paper only. Mr. Jim Shady has a knack for creative accounting and finds ways to hide 
losses and liabilities and highlight profits and assets. It was also confirmed that Mr. Jim Shady 
had a personal interest in many of these financial deals and derived significant financial 
benefits. 
 
Several of the companies of which he was a board member have instituted legal actions 
against Mr. Jim Shady. This resulted in his imprisonment for fraud and corruption for three 
years and he was fined R1 million.  
 
ProSound’s Memorandum of Incorporation states that all directors of the company must be 
nominated by the Nomination Committee and that the final appointed must be ratified by the 
shareholders. Any dismissal of a director must also be ratified by the shareholders. 
 
Please contact me if you require any further information on this matter. 
 
Kind regards 
 
Kevin Adams 
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Client: ProSound Ltd Period end: 30 September 
2015 EE 500 
Prepared by: You Date: 20 October 2015 
Reviewed by:  Date:  
Uncorrected Misstatements 
 
The following two unadjusted misstatements have been identified during the 2015 audit of 
ProSound and after discussion with management they are not willing to adjust 
 
Misstatement 1:  
 
Overstatement of inventory 
 
 
R 535 000 
 
Note: 
 
Due to technological obsolescence of some of the sound equipment, it was assessed that 
the client needs to write down these inventory items to net realisable value. 
 
 
 
Misstatement 2: 
 
Provision for damages and compensation not raised 
 
 
R 430 000 
 
Note: 
 
The provision is a result of injuries sustained by two of ProSound’s warehouse personnel 
while working in the warehouse. After receiving expert opinion and performing all 
necessary audit work, the amount of the obligation was estimated. 
 
 
 
Materiality: Final materiality has been set as R 750 000. 
 
  
16 
 
QUESTION 2 
 
TO BE ANSWERED IN A RED ANSWER BOOK  
 
YOU ARE REQUIRED TO: 
 
MARKS 
 
(a) 
 
With reference to work paper AA 100, discuss the risks at assertion 
level related to ProSound Ltd’s stock at 30 September 2015. 
 
(10) 
 
(b) 
 
 
With reference to work paper BB 200, describe the controls you 
would expect to find in respect of the new computerised telesales 
system to ensure that telephonic orders are valid, accurate and 
complete (Do not concern yourself with stock availability, back orders 
or standing data). 
 
(13) 
 
(c) 
 
With reference to work paper CC 300 Issue 1, describe the controls 
that should be in place to address the matters giving rise to the 
internal audit finding over programme enhancements. 
 
(8) 
 
(d) 
 
 
With reference to work paper CC 300 Issue 2, in terms of the Auditing 
Professions Act discuss the factors that you will consider and the 
actions you will take as auditor in respect of the information provided. 
 
(10) 
 
(e) 
 
With reference to work paper DD 400, identify the contraventions to 
and discuss the requirements of the Companies Act 71 of 2008 
evident in the scenario. 
 
(20) 
 
(f) 
 
With reference to work paper EE 500, discuss whether you would 
consider the misstatements to be quantitative and/or qualitative 
material. 
 
(7) 
 
(g) 
 
With reference to work paper EE 500, assuming that the 
misstatements are consider as material, discuss their effect on the 
audit report for the 2015 financial statements of ProSound Ltd. 
 
(4) 
 
Communication skills – Clarity of expression 
 
 
(1) 
 
 
TOTAL MARKS: QUESTION 2 
 
 
(73) 
 
Interpretation & Precision Marks 
 
 
(5) 
 
TOTAL MARKS FOR ASSESSMENT 
 
 
(150) 
 
